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SUSC'ARY 


RPecause the Greek economy is showing increasing av eceeon of 
overheating, the Government has shifted from its stimulative 
monetary and fiscal policies to a more rastiittine stance. As a 
consequence of budget cuts, tax increases, and a tighter rein on 
housing.loans, real GNP growth in 1979 will be lower than the 5.9 
percent achieved last year. The outlook for agriculture, which had 
a bumper year in 1978, is again good. The services sector, buoyed 
by tourism, commercial services and public administration, should 
also do fairly well. But industry and construction will feel the 
runt of the stabilization measures. 


Because inflationary y expectations are now deeply entrenched, however, 
it will be difficult to hold the Consumer Price Index increase below 
aS percent for the year. Unemployment is low, and consumers, rather 
than saving, prefer to buy real estate, automobiles, and durable 
goods as a hedge against the depreciating currency. This does not 
bode well for a recovery in productive investment, which is in its 


fifth year of stagnation. 


The balance of payments, contrary to earlier projections, did well 
in 1978 and the outlook is for a similar result this year. The 
current account deficit, estimated at $1.4 hillion, should be 
covered by autonomous S capital inflows, leaving only amortization to 
be financed. through borrowing. The debt service ratio has fallen 


steadily over the past few years to 8 percent. 


A landmark was reached in April when negotiations for EC accession 
were concluded successfully. The signing ceremony was t> be held 


in Athens in May, and Greece should be a full EC member by January l, 
LOBI. 


US exports to Greece are still declining, both absolutely and as a 
share of the Greek market. Although postponement of major public 
investment projects and competition from soon-to-be EC partners play 
a role, the failure to price competitively seems to be the major 


reason. Areas with greatest export pote aro are mining, energy, 
avionics, telecommunications, and agribusiness. 


In December 1978, the Parliament passed the long-awaited revised 
investment incentives, comprising grants, tax concessions, financing 
advantages, and other benefits to encourage regional development. 
Foreign investors are also eligible for concessions granted under 
Law 2687/53. 


Greece's importance as a regional center, enhanced by political 
Stability, continues to grow in the aftermath of the revolution in 
Iran. More than 210 US firms have now established regional 
marketing offices in Athens. 





GREECE: KEY ECONOMIC INDICATORS 3 


Al, values in US $ million and represent period averages unless otherwise indicated. 
Exchange Rate: ‘US $1 = 36.8 (1977), 36.6 (1978), 37 (1979, est.) Drachmas 


% Change 
1977 1978 78/77 1979 b/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices c/ , 27,062 32 ,303 : 38,100 
GNP at Constant (1970) Prices c/ 11,704 12,464 ; 12,800 
Per Capita GNP, Current Prices US $ c/ 2,920 3,448 : 4,000 
Gross Fixed Asset Formation, Current Prices d/ 4,172 4,858 4a 5,600 
Disposable Personal Income, Current Prices 21,325 ‘b/ 255050 : 29,250 
Indices: (1970 = 100) : ii 7 - 
Industrial Production 169.9 182.6 ‘ 188 
Avg. Labor Productivity N/A N/A N/A 
Avg. Industrial Wage 303 360 414 
Avg. Industrial Wage, Drachmas Per Day 385 457 526 
Labor Force (millions) e/ a i, 420 3.0 
Avg. Unemployment Rate (non-agric) % f£/ Pi 2.3 b/ Z.3 


MONEY AND PRICES 

Money Supply 4,414 5,346 6,240 
Bank of Greece Rediscount Rate 11 14 14 
Consumer Price Index (1974 = 100) 144.1 162.1 187 
Wholesale Price Index (1970 = 100) 249.8 275.4 ; 320 
Retail Sales Value Index (June 1974 = 100) 166.6 195.4 233 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves h/ 1,045 1,154 7 1,150 
External Public Debt h/ i/ 2,410 2,650 : 2,750 
Total External Debt h/ j/ 4,385 4,850 : 5,300 
Debt Servicing as % of Current Receipts 
from Exports and Invisible Earnings Jad Sod -- 8.6 
Current Account Deficit k/ -1,283 -1,273 -0.8 -1,400 
Trade Deficit k/ -3,903 -4 ,364 11.8 -5,100 
Exports, FOB k/ PE 2,997 18.8 3,500 
US Share % 1/ 4.6 4.7 -- 5 
Imports, CIF k/ 6,425 7,361 14.6 8,600 
US Share % 1/ 6.4 4.3 b/ ae 4 
Main Imports from US Food products and live animals $80, $19; 
(1977, 1978 nine months) 1/ machinery and transport equipment $97, 
7 $53; other manufactured goods $65, $51; 
chemicals $34, $20; raw materials $57, 


$47. 


a/ Because the drachma was fluctuating against the dollar, these percentages are 
slightly different from the actual change in drachma values. GNP in constant prices 
rose by 3.9 percent ir. 1977 and 5.9 percent in 1978. b/ Estimate. c/ Market prices. 
d/ Excl. dwellings. e/ 1977 survey: 3.0 million. f/ Registered unemployed. 

g/ Jan.-June 1978: 11%. h/ End Period. i/ Medium and long-term excluding suppliers’ 
credits. j/ Medium and long-term public, private and suppliers’ credits. k/ Bank of 
Greece data. 1/ Customs (National Statistical Service) data. 


Source: Bank of Greece, National Statistical Service, and other agencies. 





A. Current Economic Situation and Trends 

a As Inflation Accelerates, the Policy Battle Intensifies. 

Despite the economic atePe ization measures adopted almost a year 
ago, the Greek economy still shows evidence of overheating. The mosi 
worrisome sign is the unabating double-digit inflation, which could 
easily exceed 15 percent this year. There are also other indication: 
however, including excess consumer demand, labor shortages in certain. 
sectors (shipping and construction), rapidly increasing imports, 

and capacity utilization in some industries (e.g. cement). The 
overheating results in large part from expansionary monetary and 
fiscal policies eee since 1975 which, although they did achieve 
high growth rates and low unemployment, stimulated consumption 
rather than Fetinene a nee ag and thus brought the economy's productive 
capacity under growing pressure. 





Since 1975, Greece's inflation rate, measured be Consumer Price 
Index (CPI), has averaged around 12 percent. gh it dropped 
slightly during the second half of 1978, after - 2 controls were 
introduced in June, there was a marked accelera s luring the 
first quarter of 1979. In January alone, whe ices of meat and 
dairy products, fresh fruits and vegetables, an sus ic utilities, 
were allowed to rise, the CPI jumped by almost fo _ percent. By 
March, as higher oil prices began to take aE ERee he increase for 
the year was already 7 percent. Rents, particular ly in the greater 
Athens area, have also increased dramatically and ae continued 
strong demand for housing still leads to inflationary pressures. 


Recognizing the economic and political risks should inflation 
continue to accelerate, the Karamanlis Government introduced even 
more stringent measures early this year to reduce liquidity and 
restrain demand. The most important move, from a macroeconomic 
standpoint, was to cut the public sector deficit. The original 1979 
state budget released last November totaled around $10.4 billion, 
28 percent higher than in 1978. The oo) which includes the 
large negative balance for state-subsidized imports (primarily 
corn) totaled $1.97 bildion, 7 eee over 1978. In February, 
however, the Government announced a cut of $220 million in the 
public investment budget. Thus overall expenditures will increase 
by barely 20 percent, and the deficit will be 5 percent lower than 
last year. Of course badly needed public investment, which has 


declined by 18 percent since 1974, will also be postponed once 
again. 


A smaller deficit should assist monetary authorities in their 

efforts to decelerate the expansion of the money supply To reduce 

its rate of increase from over 20 percent in 1978 to t this year's 

target of 16 percent, strict limits have been imposed on commercial 

bank lending. Companies may find it increasincaly difficult to 

obtain credit for working capital, and in particular housing loans 
1S 


are to be held to last year level. 
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After allowing nominal wages and salaries to rise at annual rates of 
20-30 percent for several years to reduce disparities in income 
distribution, the Government this year has remained adamant in its 
resolve to keep increases at or below the 15 percent granted by the 
Arbitration Courts to minimum wage earners. Subsequent collective 
bargaining agreements, and Arbitration Court decisions indicate that 
the. income policy guidelines are, by and large, beina followed. 


The last element in this year's anti-inflationary policy package 
involves intensified price controls. The Ministry of Commerce now 
nas the authority to set maximum prices and profit margins, and must 
approve price increases on domestically produced goods. 


Die Stabilization Measures Imply Lower Growth. The Karamanlis 
Government, by adopting more restrictive fiscal, monetary and incomes 
policies, has clearly opted this year for economic stabilization over 
high growth. The real increase in GNP at market prices is projected 
at around 4 percent this year, considerably lower than the 5.9 
percent reached in 1978. 





All sectors can anticipate some-.slowdown. The main source of 1979 
growth will very likely come from the services sector. Tourism is 
expected to have another record year and, despite the investment 
budget cuts, expenditures for public administration and national 
defense will be substantial. Construction enjoys strong demand but 
may be curtailed to some extent by the credit restrictions for housing 
loans. Since 1978 was an extraordinarily good year for agriculture, 
which was blessed by favorable weather and record grain harvests, 

a 2-3 percent rise in output can be considered very satisfactory. 
Industry will probably also grow by around 3 percent vis-a-vis 7.5 
percent last year, because it will be affected by the credit crunch, 
higher costs for both raw materials and labor, price controls, 
Capacity restrictions, and slower growth of both domestic and foreign 
demand. 


The difficulties facing industry are apt to intensify in ensuing 
years unless the prolonged stagnation of investrent in this sector 
is somehow reversed. Again in 1978, residential construction 

e . . . . SS  ———— ° 
accounted for the only significant increase in fixed asset formation. 


Public sector investment, foreign investment, and investment in 
manufacturing all declined for thethird consecutive year. The 


consequences are already becoming apparent in accelerating inflation, 
higher costs, lower productivity, and loss of competitiveness abroad. 


Although lagging productive investment is a malaise which has 
affected most Western economies in recent years, Greece faces 
particular problems in this area. Handicapped by a small domestic 
market and geographically separated from its most important foreign 
market, the EC, it must offer additional incentives to attract scarce 
foreign investment capital. Unfortunately, the almost continual 





6 


implementation of "new measures" affecting prices, taxes, credit, 
profits, costs, labor, and supply of raw materials, the essential 
elements of production, has created a psychological climate of 
uncertainty not conducive to promoting investment, foreign or 
domestic. In addition to this, complex and lengthy bureaucratic 
procedures for approving and implementing new investment projects 
tend to discourage potential investors. 


x Labor Market, Particularly in Over-Populated Athens, Remains 
Tight. Greece is still one of the few OECD countries with an 
unemployment rate as low as 2 percent, and there are even labor 
shortages in areas such as construction and shipping. Due to 
Greece's unusually low birth rate since World War II, and a tradition 
of exporting labor, it is unlikely that even lower growth rates will 
have an immediate impact on employment. 


However, an emerging pattern of labor and population migration within 
Greece is a matter for future concern. Like many countries which 
have developed at rapid rates, Greece has recently experienced 
increasing concentrations of population in its two main urban areas, 
Athens and Thessaloniki. According to a Government report, Athens 
now contains 40 percent of the country's 9 million inhabitants, 
handles 60 percent of foreign trade, accounts for 50 percent of all 
private investment and employs 47 percent of the total labor force. 
That Athens lacks the infrastructure to support this concentration 

of population and economic activity is particularly evident in mass 


transportation, but other areas such as health and education services 
are beginning to show evidence of strain. 


4, Balance of Payments: Foreign Sector Stable Despite Higher Oil 
Prices. A jump in export earnings during the last quarter of 1978 
brought the balance of payments an unexpectedly favorable outcome 

for the year. The trade deficit, while still at an all-time high of 
$4.4 billion, was nevertheless Tower than originally projected. 
Invisibles inflows, and particularly tourism,which has now surpassed 
shipping as Greece's most important source of foreign exchange, did 
so well that the current account deficit remained at its 1977 level 
of $1.27 billion. aay 


Textiles, in spite of the problems encountered in the EC, again 
proved the most dynamic export, rising to $540 million. Cement also 
did very well, and might have done evén better had it not been for 
capacity restrictions. Refined petroleum products, aluminum, ferro- 
nickel, wheat, tobacco, and olive oil were other products which 
helped push exports to $3 billion at the end of the year. Imports 
again reflected the predominance of consumer demand over investment. 
Foodstuffs (particularly meat), crude oil, and durable consumer goods 
were responsible for the bulk of the increase to $7.4 billion. 


On the capital account, almost half of the $1.5 billion in autonomous 
private capital inflows was again deposits in foreign exchange from 
Greeks abroad. Housing and entrepreneurial working capital accounted 
for the rest. Official borrowing, at $533 million, was higher than in 
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1977: $108 million was used to increase reserves to $1,145 million, 
and the remainder to meet repayment of past loans. 


Because Greece, over the last few years, has taken advantage of the 
liquid international capital market and an excellent credit rating 
to restructure its official external debt, the debt service ratio in 
1978 has dropped progressively, reaching 8 percent last year. 
Assistance from the US has played an important role in strengthening 
Greece's international payments. In 1978, the AID loan of $65 
million was fully utilized, and Greece received $67 million in CCC 
credits. This year, an additional $65 million in CCC credits and 
over $70 million in Export-Import Bank credits are available. 


Although the impact of oil price increases and the anti-inflationary 
measures on Greece's foreign sector are not yet clear, the 1979 
projection is currently for an outcome similar to last year's. The 
trade deficit, projected at around $5.1 billion, should be largely 
covered by higher invisibles inflows, again led by tourism, leaving a 
current account deficit on the order of $1.4 billion. Autonomous 
capital inflows should also rise to cover most if not all of this 
deficit, and the approximately $500 million in amortization will again 
be financed by official borrowing, reserves, or both. Some additional 
borrowing will be necessary as most available credit lines have either 
been used or canceled. , 


Ds Negotiations for EC Accession Conclude With Full Membership 

Expected by 1981. A landmark was reached in April, when Greece and 
the EC, after almost three years of negotiations, concluded the last 
chapter in the accession treaty. After the treaty is signed in May 


and ratified by all ten Parliaments, Greece will become a full EC 
member, probably on or about January 1, 1981. 


The thorniest problems, which were ironed out during marathon 
negotiating sessions in December and April, were agriculture, free 
movement of workers, and financial transfers. The two sides finally 
agreed on a five year transition period for most acricultural 
products, with the exception of tomatoes, tomato paste and 

peaches, which will have seven years to adjust. A seven year 
transition period was set for free movement of labor. Regarding 
financial transfers, Greece will receive a net inflow of 80 million 
units of account (approximately $110 million) in the first year of 
transition, with around $1.8 billion projected over the five year 
transition period. After the first three years of transition, a 
Value Added Tax will be introduced. 





IMPLICATIONS FOR THE UNITED STATES: 


i. US Exports to Greece Declining.* Despite the depreciation of the 
dollar vis-a-vis other hard currencies such as the DM, Yen and Swiss 
Franc, US non-agricultural exports to Greece have declined by 20 
percent over the past 21 months. Government restraint in the imple- 
mentation of major projects, which need heavy equipment, and low 
levels of domestic and foreign investment in industries which could 
use US capital goods have contributed to the decline. Other factors 
include growing competition from Greece's scon-to-be partners in the 
Common Market and the high rate of inflation in the US, which has 
negated any price advantage gained by the dollar's depreciation. 


Greek statistics show total imports from the US of $349 million in 
1977, down 15 percent from the previous year. In the first nine 
months of 1978, they dropped an additional 20 percent vis-a-vis the 
Same period in 1977. The US share has thus declined from 8.5 percent 
in 1975 to around 4.3 percent last year. 


American firms are not price competitive in the Greek market. They 
often offer higher prices than their EC or Japanese competitors, and 
price is generally the single most important criterion for Greek 
buyers, particularly in the public sector. Competition comes mainly 
from the EC (West Germany, France and Italy together hold about 40 
percent of the market) which, in addition to their generally lower 
prices have a tariff edge because of the EC association agreement and 
a transport advantage because of geographical proximity. 


As a number of major projects reach implementation, however, export 
opportunities for high quality, technically advanced US products will 
increase. If these opportunities are followed up by US firms willina 
to meet tough competition, the US market share may recover to 
previous levels. The Export-Import Bank, which is interested in 
expanding its exposure in Greece, can assist in financing through its 
direct lending, guarantee, and insurance programs. US branch-banks 
located in Greece's three commercial centers -- Athens, Piraeus and 
Thessaloniki -- can also facilitate US companies' efforts to enter 
and develop Greek markets. 


United States Department of Commerce sponsored trade promotion events 
in coming months will include a catalogue exhibit of industrial 
security equipment at the November 1979 "Index '79" exhibition and 
participation in "Posidonia," the international shipping and maritime 
industry exhibition to be held in Piraeus in June 1980. 


All statistics in Section B.1 are based on customs data and percent- 
ages are calculated on drachma values unless otherwise indicated. 

The U.S. share of the market is based on customs data excluding ships 
which, because of their size and infrequency,. have a distorting 
effect. 
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os Areas of Special Interest to US Firms. The rapid exploration 
and development of mineral wealth and the expansion of the mineral 
processing sector are of continuing interest to US business. As 
Greece approaches full integration in the European Community, the 
Government plans by 1982-83 to create a basic mining industry from 
indigenous resources, at an estimated total cost of $1 billion. The 
plan includes the asbestos fiber plant under construction, a high 
carbon ferrochrome facility, and exploitation or production of 
alumina, lead, zinc, ferronickel, ferrosilica, ferromanganese, and 
stainless steel. Government and private organizations are also 
jointly examining Greek potential for development of copper deposits. 
These are projects of priority interest to foreign investors. 
Furthermore, intensive exploration and development is underway for 
new deposits of chromite, mixed sulfides and copper, gold, heavy 
minerals, phosphates and lignite. US firms are now actively soundins 
out the Greek market for mining equipment, and several are presently 
involved as suppliers in bauxite, nickel, magnesite and industrial 
minerals projects. Prospects and opportunities continue to be 
bright in this important sector. 


Greece's endeavors to reduce dependence on imported oil by developin« 
local fuel resources (lignite, wood-coal and hydropower) offer export 
Opportunities in the energy sector. Under the pressure of increasinc 
oil prices, the Public Power Corporation (PPC) recently revised its 
ten-year power development plan, accelerating proposed thermal units 
and tentatively adding two 200MW wood-coal burning power units. The 
overall plan provides for six JOOMW lignite-burning units totaling 
1,800MW installed capacity; 14 hydro-electric units totaling 2,100MY 
two wood-coal units totaling 400MW; and a 600MW nuclear power unit 
scheduled to commence operation in November 1988. Implementation of 
the ten-year plan would double current installed capacity of 

4,900MW. PPC has already taken the first step towards Greece's first 
nuclear power plant by selecting a US firm as consultant. 


Aircraft, avionics and telecommunications equipment offer opportunit- 
ies for export sales to Greece. Olympic Airways has plans for fleet 
renovation and development of its limited cargo service. Olympic's 
current plans call for limiting the airline's fleet to only three . 
types of aircraft, one each for transatlantic, Furopean and domestic 
routes. The Federal Aviation Administration will help the Greek 
Government to upgrade and automate Greece's air traffic control 
system, which will offer millions of dollars in opportunities for US 
sales. The proposed new international airport for the capital area 
will also offer export opportunities. 


Modernization and expansion of the facilities of the Hellenic Tele- 
communications Organization (OTE) should stimulate demand for 
telecommunications and electronic equipment. OTE's plans through 198! 
include a third satellite station; carrier equipment; a paging 
system; a ship-to-shore HF communications system; radio links; 
establishment of an electronic telephone exchange equipment industry; 
and computer systems for accounting, message switching, telephone 
information answering service, and the printing of OTE's telephone 
directories. The Government-owned Hellenic Railways Organization (HRO) 
has a long-term plan to modernize and electrify its basic network. 
IBRD-supported projects in Greece offer export opportunities in the 
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fields of irrigation, education, sewage treatment and agricultural 
produce processing. 


Se Investment: New Incentives Will Soon Be Presented to 
Parliament. Acknowledging the importance of foreign investment, 
technology and management know-how, Greek policymakers have publicly 
stressed their interest in attracting mutually beneficial foreign 
investment. They believe that Greece's proximity to Middle Eastern 
and Balkan markets and prospective membership in the European 
Community offer advantages to foreign investors. 


Greece's investment law 2687 of 1953 protects foreign investment and 
provides for repatriation of equity and loan capital, remittance of 
profit and interest earnings, and transfer of royalties in foreign 
exchange. In preparation for EC accession, the Greek Government 
passed revised investment incentives last December now known as 

PL 849/78. The new investment package includes some of the former 
incentives, such as tax concessions, export rebates, and credit and 
financing advantages, but also introduces several new incentives in 
the form of grants and financial and other benefits to encourage 
regional development, particularly in the eastern frontier and the 
eastern Aegean islands. It affects a broad range of activities, 
including industry, agriculture, exports, and tourism, with emphasis 
On encouraging small and medium manufacturing enterprises. The 
incentive package also reflects growing Greek attention to environ- 
mental protection, energy conservation, and industrial research. 


Greece's new oil exploration and development legislation (Law 468/76) 
went into effect recently, following the publication of the 

necessary presidential decrees in the Government Gazette. The 
relevant decrees are No. 651/1978 governing the model production- 
sharing contract, its supplement No. 182/79, and No. 193/79 
governing the model lease contract, together with appendices. 
Enactment of the foregoing decrees paves the way for the negotiation 
and signing of new oil exploration and development contracts and the 
revision of oil exploration contracts signed during the military 
dictatorship. 


US firms may find investment opportunities in major projects planned 
by the state-owned Hellenic Industrial and Mining Corporation 
(HIMIC), including a $650 million petrochemicals complex to be 
established at Messolonghi by 1986, and a $30 million ferrochrome 
plant scheduled for completion in 1982. Additionally, HIMIC is 
co-sponsoring a $350 million alumina plant in conjunction with 
Bauxites Parnasse Mining Company, in which the Russians have recently 
expressed considerable interest. Government-sponsored projects 
include a $68 million asbestos fiber plant, estimated to start 
operating by the end of 1980, a lead and zinc metal works, and 
development of recently discovered phosphate deposits in north- ax 
western Greece. Further information on major projects is available: 
from the Department of Commerce on a quarterly basis. 
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4, Greece is Expected to Become More Important as a Reaional 
Business Center. Located near the land connection of Europe, Asia 
and Africa, Greece has historically enjoyed close cultural and 
commercial ties with the countries of the Middle East and Africa. 
More than 210 American companies have stablished regional marketing 
offices in Athens since 1975 when Lebanon started to experience a 
period of prolonged and continuing disarray. The number of 
companies is expected to grow because they are attracted to a 
well-developed business infrastructure -- including excellent 
telecommunications, air transportation, postal service and 
adequate English language schools, medical facilities, modern 
commercial and residential property, and multilingual clerical and 
administrative personnel. With a stable political environment, a 
low risk of physical violence to business personnel and property 
has been experienced. Law 89 allows foreign business enterprises 
to establish offices in Greece, from which to conduct business 
affairs totally outside of the country, without incurring 
Significant customs duty, corporate tax or other liabilities 
normally applied to businesses operating within Greece. 


Greek exports to the Middle East and North Africa, which totaled 
$480 million in the first nine months of 1978, continue to expand. 
This offers attractive possibilities to US firms, especially those 
engaged in high technology fields such as petrochemicals or 
desalinization. In early 1979, about 25 Greek technical and 
construction firms were operating in the Middle East, particularly 
in Saudi Arabia, engaged in projects of an estimated value of 

$5.2 billion. 
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